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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE

COMPANY

ASSETS

Current Statement Date 4
1 2 3
December 31
Net Admitted Assets Prior Year Net
Assets Nonadmitted Assets (Cols. 1-2) Admitted Assets
1. Bonds 562,019,775 562,019,775 | 531,249,729
2. Stocks:
2.1 Preferred stocks 0 0
2.2 Common stocks 0 0
3. Mortgage loans on real estate:
3.1 First liens 0 0
3.2 Other than first liens 0 0
4. Real estate:
4.1 Properties occupied by the company (less
S encumbrances) 0 0
4.2 Properties held for the production of income
(less$ encumbrances) 0 0
4.3 Properties held for sale (less
e encumbrances) 0 0
5 Cash($ 29,642,826 ),
cash equivalents ($ ~0)
and short-term investments ($ 53,603,944 ) 83,246,770 83,246,770 | 27,434 677
6. Contract loans (including$ premium notes) 20,193 20,193 20,193
7. Derivatives 0 0
8. Other invested assets 0 0 0
9. Receivables for securities 19,278,493 19,278,493 | . 2,072,465
10. Securities lending reinvested collateral 1 0 0
11. Aggregate write-ins for invested assets 0 0 0 2
12. Subtotals, cash and invested assets (Lines 1 to 11) 664,565,231 0 664,565,231 | 560,777,066
13. Titleplantsless$ ... . charged off (for Title insurers
only) 0 0
14. Investment income due and accrued 3,267,235 3,267,235 | . 4,170,470
15. Premiums and considerations:
15.1 Uncollected premiums and agents’ balances in the course of
collection 13,623,391 | 283,874 | 13,339,517 | 8,449,267
15.2 Deferred premiums, agents’ balances and installments booked but
deferred and not yet due (including $ ... earned
but unbilled premiums) 4,682 4,682 4,682
15.3 Accrued retrospective premiums 0 0
16. Reinsurance:
16.1 Amounts recoverable from reinsurers 4,348,436 | 4,316,472 | . 31,94 | 185,991
16.2 Funds held by or deposited with reinsured companies 0 0
16.3 Other amounts receivable under reinsurance contracts 406,411 | 406,411 0 0
17. Amounts receivable relating to uninsured plans 0 0
18.1Current federal and foreign income tax recoverable and interest thereon __| 1,813,364 1,813,364 | .0
18.2Net deferred tax asset 25,277,004 | . 21,222,477 | . 4,054,527 | 5,165,773
19. Guaranty funds receivable or on deposit 0 0
20. Electronic data processing equipment and software 0 0
21. Furniture and equipment, including health care delivery assets
$ ) 0 0
22. Net adjustment in assets and liabilities due to foreign exchange rates . 0 0
23. Receivables from parent, subsidiaries and affiliates 10,127,071 10,127,070 | .0
24. Healthcare ($ . ) and other amounts receivable._._____ 0 0
25. Aggregate write-ins for other than invested t 105,001 | 105,091 0 0
26. Total assets excluding Separate Accounts, Segregated Accounts and
Protected Cell Accounts (Lines 12 to 25) 723,537,915 26,334,324 697,203,591 578,753,249
27. From Separate Accounts, Segregated Accounts and Protected
Cell Accounts 0 0
28. Total (Lines 26 and 27) 723,537,915 26,334,324 697,203,591 578,753,249
DETAILS OF WRITE-INS
1101. Rounding 0 2
1102. 0 0
1103. 0 0
1198. Summary of remaining write-ins for Line 11 from overflow page 0 0 0 0
1199. Totals (Lines 1101 through 1103 plus 1198) (Line 11 above) 0 0 0 2
2501. Prepaid Premium Taxes 105,091 | 105,091 0 0
2502. 0 0
2503. 0 0
2598. Summary of remaining write-ins for Line 25 from overflow page 0 0 0 0
2599. Totals (Lines 2501 through 2503 plus 2598) (Line 25 above) 105,091 105,091 0 0




STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE

COMPANY

LIABILITIES, SURPLUS AND OTHER FUNDS

2
Current December 31
Statement Date Prior Year
1. Aggregate reserve for life contracts $ 2,996,884 less$ .0 included in Line 6.3
(including$  ( 0 Modco Reserve) 2,996,884 | 3,054,483
2. Aggregate reserve for accident and health contracts (including$ .0 Modco Reserve) 63,237,828 | 64,176,762
3. Liability for deposit-type contracts (including$ Modco Reserve) 7,486 11,763
4. Contract claims:
4.1 Life 2,587,971 | 2,388,236
4.2 Accident and health 157,111,748 | ] 150,821,057
5. Policyholders' dividends $ .. and coupons $ due and unpaid 0
6. Provision for policyholders' dividends and coupons payable in following calendar year—estimated amounts:
6.1 Dividends apportioned for payment (including $ Modco) 0
6.2 Dividends not yet apportioned (including $ Modco) 0
6.3 Coupons and similar benefits (including $ Modco) 0
7. Amount provisionally held for deferred dividend policies not included in Line 6 0
8. Premiums and annuity considerations for life and accident and health contracts received in advance less $
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, discount; including$ ... accidentand health premiums 65,973,232 | _.._._...50,088,492
9. Contract liabilities not included elsewhere:
9.1 Surrender values on canceled contracts 0
9.2 Provision for experience rating refunds, including$ ... 0 accident and health experience rating
refunds 9,833,597 | oo 0
9.3 Other amounts payable on reinsurance, including $ assumed and $ 0 0
9.4 Interest Maintenance Reserve 14,573,398 ... 8,998,906
10. Commissions to agents due or accrued-life and annuity contracts $ ... 27,699
accidentand health$ 1,960,410 and deposit-type contract funds $ 0 1,988,109 | 1,552,066
11. Commissions and expense allowances payable on reinsurance assumed 0
12. General expenses due or accrued 2,307,988 | ... 1,930,145
13. Transfers to Separate Accounts due or accrued (net) (including $ ... accrued for expense
allowances recognized in reserves, net of reinsured allowances) 0
14. Taxes, licenses and fees due or accrued, excluding federal income taxes 184,742 | 2,889,766
15.1Current federal and foreign income taxes, including$ . on realized capital gains (losses) 2,417,026
15.2 Net deferred tax liability 0
16. Unearned investment income 0
17. Amounts withheld or retained by company as agent or trustee 0
18. Amounts held for agents' account, including$ ... agents' credit balances 0
19. Remittances and items not allocated 0
20. Net adjustment in assets and liabilities due to foreign exchange rates 0
21. Liability for benefits for employees and agents if not included above 0
22. Borrowed money $ ... and interest thereon $ 0
23. Dividends to stockholders declared and unpaid 0
24. Miscellaneous liabilities:
24.01 Asset valuation reserve 1,194,619 [ 873,917
24.02 Reinsurance in unauthorized companies 0
24.03 Funds held under reinsurance treaties with unauthorized reinsurers 0
24.04 Payable to parent, subsidiaries and affiliates 14,015,923
24.05 Drafts outstanding 0
24.06 Liability for amounts held under uninsured plans 0
24.07 Funds held under coinsurance 0
24.08 Derivatives 0
24.09 Payable for securities 29,009,374 | . ( 0
24.10 Payable for securities lending 0
24.11 Capitalnotes$ and interest thereon $ 0
25. Aggregate write-ins for liabilities 83,058,902 44 564
26. Total liabilities excluding Separate Accounts business (Lines 1 to 25) 434,065,878 303,263,106
27. From Separate Accounts statement 0
28. Total liabilities (Lines 26 and 27) 434,065,878 303,263,106
29. Common capital stock 2,500,000 |. ... 2,500,000
30. Preferred capital stock 0
31. Aggregate write-ins for other than special surplus funds 0 0
32. Surplus notes 0
33. Gross paid in and contributed surplus 310,192,369 | ... 310,353,008
34. Aggregate write-ins for special surplus funds 0 0
35. Unassigned funds (surplus) (49,554,657) | .o (37,362,866)
36. Less treasury stock, at cost:
36.1 shares common (value included in Line 29 $ ) 0
362 shares preferred (value included in Line 30 $ ) 0
37. Surplus (Total Lines 31 + 32 + 33+ 34 + 35-36) (including$ in Separate Accounts Statement) ______ 260,637,712 272,990, 142
38. Totals of Lines 29, 30 and 37 263,137,712 275,490,142
39. Totals of Lines 28 and 38 (Page 2, Line 28, Col. 3) 697,203,591 578,753,249
DETAILS OF WRITE-INS
2501. Escheat Claims Liability 58,902 44,567
2502. Rounding (3)
2503. Reserve for Premium Credits 83,000,000 | 0
2598. Summary of remaining write-ins for Line 25 from overflow page 0 0
2599. Totals (Lines 2501 through 2503 plus 2598) (Line 25 above) 83,058,902 44,564
3101. 0
3102. 0
3103. 0
3198. Summary of remaining write-ins for Line 31 from overflow page 0 0
3199. Totals (Lines 3101 through 3103 plus 3198) (Line 31 above) 0 0
3401. 0
3402. 0
3403. 0
3498. Summary of remaining write-ins for Line 34 from overflow page 0 0
3499. Totals (Lines 3401 through 3403 plus 3498) (Line 34 above) 0 0




STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE

COMPANY

SUMMARY OF OPERATIONS

Current Year

2
Prior Year

3
Prior Year Ended

To Date Year to Date December 31
1. Premiums and annuity considerations for life and accident and health contracts 999,734,042 | 1,008,376,558 | ... 1,347,989,636
2. Considerations for supplementary contracts with life contingencies 0 0
3. Net investment income 14,815,937 14,253,760 | 18,858,914
4. Amortization of Interest Maintenance Reserve (IMR) 1,980,404 1,353,095
5. Separate Accounts net gain from operations excluding unrealized gains or losses 0
6. Commissions and expense allowances on reinsurance ceded 1,476 423,219 | 385,590
7. Reserve adjustments on reinsurance ceded 0 0
8. Miscellaneous Income:
8.1 Income from fees associated with investment management, administration and contract guarantees
from Separate Accounts 0 0
8.2 Charges and fees for deposit-type contracts 0 0
8.3 Aggregate write-ins for miscellaneous income 0 0 0
9. Totals (Lines 1 to 8.3) 1,016,531,858 1,023,971,352 1,368,587,235
10. Death benefits 2,507,546
11. Matured endowments (excluding guaranteed annual pure endowments)
12.  Annuity benefits
13. Disability benefits and benefits under accident and health contracts 766,413,769
14. Coupons, guaranteed annual pure endowments and similar benefits
15. Surrender benefits and withdrawals for life contracts. 8,728
16. Group conversions
17. Interest and adjustments on contract or deposit-type contract funds
18. Payments on supplementary contracts with life contingencies
19. Increase in aggregate reserves for life and accident and health contracts (996,532) (1,211,697) 5,389,586
20. Totals (Lines 10 to 19) 767,933,512 | ] 774,133,372 | .. 1,035,875,655
21. Commissions on premiums, annuity considerations, and deposit-type contract funds (direct business only) | ] 78,199,107 | ] 73,064,049 | . 99,042,233
22. Commissions and expense allowances on reinsurance assumed 0 0
23. General insurance expenses 159,775,434 141,337,048 | _..187,031,830
24. Insurance taxes, licenses and fees, excluding federal income taxes 23,438,158 24,189,255 | 32,440,451
25. Increase in loading on deferred and uncollected premiums 0 1,801
26. Net transfers to or (from) Separate Accounts net of reinsurance 0 0
27. Aggregate write-ins for deductions 0 0 0
28. Totals (Lines 20 to 27) 1,029, 346,210 1,012,723,724 1,354,391,970
29. Net gain from operations before dividends to policyholders and federal income taxes (Line 9 minus
Line 28) (12,814,352) | ... 11,247,628 | 14,195,265
30. Dividends to policyholders 0 0
31. Net gain from operations after dividends to policyholders and before federal income taxes (Line 29 minus
Line 30) (12,814,352) | ... 11,247,628 | 14,195,265
32. Federal and foreign income taxes incurred (excluding tax on capital gains) (4,259,713) 4,051,111 7,426,965
33. Net gain from operations after dividends to policyholders and federal income taxes and before realized
capital gains or (losses) (Line 31 minus Line 32) (8,554,639) | . 7,196,517 | 6,768,300
34. Net realized capital gains (losses) (excluding gains (losses) transferred to the IMR)
less capital gainstaxof $ .. (excluding taxesof $ .
transferred to the IMR) 72,350 0 (60,688)
35. Net income (Line 33 plus Line 34) (8,482,289) 7,196,517 6,707,612
CAPITAL AND SURPLUS ACCOUNT
36. Capital and surplus, December 31, prior year 275,490,142 247,856,807 247,856,807
37. Net income (Line 35) (8,482,289) | ... 7,196,517 | 6,707,612
38. Change in net unrealized capital gains (losses) less capital gains tax of $ 0 0
39. Change in net unrealized foreign exchange capital gain (loss) 0 0
40. Change in net deferred income tax 891,283 435,677 |.. 18,692,892
41. Change in nonadmitted 1 (4,280,083) | ... (14,276,355) | ~(19,031,629)
42. Change in liability for reinsurance in unauthorized companies 0 0
43. Change in reserve on account of change in valuation basis, (increase) or decrease 0
44. Change in asset valuation reserve (320,702) | . (339,723) | .o (538,742)
45. Change in treasury stock 0 0
46. Surplus (contributed to) withdrawn from Separate Accounts during period 0 0
47. Other changes in surplus in Separate Accounts Statement 0 0
48. Change in surplus notes 0 0
49. Cumulative effect of changes in accounting principles 0 0
50. Capital changes:
50.1 Paid in 0 0
50.2 Transferred from surplus (Stock Dividend) 0 0
50.3 Transferred to surplus 0 0
51. Surplus adjustment:
51.1 Paid in (160,639) 0 75,122,575
51.2 Transferred to capital (Stock Dividend) 0 0
51.3 Transferred from capital 0 0
51.4 Change in surplus as a result of reinsurance 0 0
52. Dividends to stockholders 0 0
53. Aggregate write-ins for gains and losses in surplus 0 (29,588, 148) (53,319,374)
54. Net change in capital and surplus (Lines 37 through 53) (12,352,430) (36,572,032) 27,633,334
55. Capital and surplus, as of statement date (Lines 36 + 54) 263,137,712 211,284,775 275,490,142
DETAILS OF WRITE-INS
08.301. 0 0
08.302. 0 0
08.303.
08.398. Summary of remaining write-ins for Line 8.3 from overflow page 0 0 0
08.399. Totals (Lines 08.301 through 08.303 plus 08.398) (Line 8.3 above) 0 0 0
2701. 0 0
2702. 0 0
2703. 0 0
2798. Summary of remaining write-ins for Line 27 from overflow page 0 0 0
2799. Totals (Lines 2701 through 2703 plus 2798) (Line 27 above) 0 0 0
5301. Other losses in surplus 0 1,007,587
5302. Unassigned Surplus - Active Life Reserve (45,520,228) | . _(54,326,961)
5303. FIT on Active Life Reserve 15,932,080 | 0
5398. Summary of remaining write-ins for Line 53 from overflow page 0 0 0
5399. Totals (Lines 5301 through 5303 plus 5398) (Line 53 above) 0 (29,588, 148) (53,319,374)




STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE

COMPANY

CASH FLOW

14.
15.

18.
19.

©ONO O WN =

1 2 3
Current Year Prior Year Prior Year Ended
To Date To Date December 31
Cash from Operations
. Premiums collected net of reinsurance. 1,103,530,071 | .. 1,009,991,207 | ... 1,340,143,104
. Net investment income 17,445,265 | . 15,927,016 | . 20,752,366
. Miscellaneous income 1,476 423,219 385,590
. Total (Lines 1 to 3) 1,120,976,811 1,026,341,443 1,361,281,060
. Benefit and loss related payments 764,426,002 | ... 766,384,035 | ... 1,068,279,614
. Net transfers to Separate Accounts, Segregated Accounts and Protected Cell Accounts 0 0 0
Commissions, expenses paid and aggregate write-ins for deductions 263,430,636 | 248,242,392 | 327,287,363
. Dividends paid to policyholders 0 0 0
. Federal and foreign income taxes paid (recovered) netof $ ... tax on capital
gains (losses) 4,038,691 0 (1,029,000)
. Total (Lines 5 through 9) 1,031,895,330 1,014,626,427 1,394,537,977
- Net cash from operations (Line 4 minus Line 10) 89,081,482 11,715,016 (33,256,917)
Cash from Investments
. Proceeds from investments sold, matured or repaid:
12.1 Bonds 889,798,221 | . 590,559,452 | 771,961,510
12.2 Stocks 0 0 0
12.3 Mortgage loans 0 0 0
12.4 Real estate 0 0 0
12.5 Other invested assets 0 0 0
12.6 Net gains or (losses) on cash, cash equivalents and short-term investments 1,377,461 (365) 908
12.7 Miscellaneous proceeds 11,803,346 14,515,320 8,507,139
12.8 Total investment proceeds (Lines 12.1 to 12.7) 902,979,028 | ... 605,074,407 | ... 780,469,557
. Cost of investments acquired (long-term only):
13.1 Bonds 911,849,753 | 654,917,585 | 883,684,386
13.2 Stocks 0 0 0
13.3 Mortgage loans 0 0 0
13.4 Real estate 0 0 0
13.5 Other invested assets 0 0 0
13.6 Miscellaneous applications 0 0 0
13.7 Total investments acquired (Lines 13.1 to 13.6) 911,849,753 654,917,585 883,684,386
Net increase (or decrease) in contract loans and premium notes 0 6,331 481
Net cash from investments (Line 12.8 minus Line 13.7 and Line 14) (8,870,725) (49,849,509) (103,215,310)
Cash from Financing and Miscellaneous Sources
. Cash provided (applied):
16.1 Surplus notes, capital notes 0 0 0
16.2 Capital and paid in surplus, less treasury stock (160,639) 0 75,122,575
16.3 Borrowed funds 0 0 0
16.4 Net deposits on deposit-type contracts and other insurance liabilities (4,278) (4,151) (5,556)
16.5 Dividends to stockholders 0 0 0
16.6 Other cash provided (applied) (24,233,747) (22,357,852) 8,417,499
. Net cash from financing and miscellaneous sources (Line 16.1 through Line 16.4 minus Line 16.5
plus Line 16.6) (24,398,663) (22,362,003) 83,534,517
RECONCILIATION OF CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS
Net change in cash, cash equivalents and short-term investments (Line 11, plus Lines 15and17) | 55,812,093 | (60,496,496)] | (52,937,709)
Cash, cash equivalents and short-term investments:
19.1 Beginning of year. 27,434,677 | 80,372,386 | 80,372,386
19.2 End of period (Line 18 plus Line 19.1) 83,246,770 19,875,890 27,434,677




STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE

COMPANY

EXHIBIT 1

DIRECT PREMIUMS AND DEPOSIT-TYPE CONTRACTS

Currer11t Year Prior2Year Prior Yezr Ended
to Date to Date December 31
Industrial life 0 0
Ordinary life insurance 968,812 1,013,424 1,331,828
Ordinary individual annuities 0 0
Credit life (group and individual) 0 0
Group life insurance 5,161,433 5,911,548 7,721,678
Group annuities 0 0
A & H - group 565,354,654 | . 617,496,896 | . 807,568,944
A & H - credit (group and individual) 0 0
A &H - other 431,873,601 | 387,953,843 | 536,170,095
Aggregate of all other lines of business 0 0 0

11. Subtotal 1,003,358,500 | ... 1,012,375, 711 | 1,352,792,545
12. Deposit-type contracts 0 0
13. Total 1,003, 358,500 1,012,375,711 1,352,792,545
DETAILS OF WRITE-INS

1001. 0

1002. 0

1003. 0

1098. Summary of remaining write-ins for Line 10 from overflow page 0 0 0

1099. Totals (Lines 1001 through 1003 plus 1098) (Line 10 above) 0 0 0




STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH
INSURANCE COMPANY

NOTES TO FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies:
A. Accounting Practices:

The financial statements of the Blue Shield of California Life & Health Insurance
Company (“Company” or “the Company”) are presented on the basis of accounting
practices prescribed or permitted by the California Department of Insurance
("Department”).

The California Department of Insurance recognizes only statutory accounting
practices prescribed or permitted by the State of California for determining and
reporting the financial condition and results of operations of an insurance company,
for determining its solvency under the California Insurance Law. The National
Association of Insurance Commissioners’ (“NAIC”) Accounting Practices and
Procedures Manual (“NAIC SAP”) has been adopted as a component of prescribed or
permitted practices by the State of California. The Commissioner of Insurance has
the right to permit specific practices that deviate from prescribed practices.

There are no prescribed practices applicable to the Company, and the Company has
not requested any permitted practices.

2011 2010
($ In thousands) ($ In thousands)
(1)  NetIncome — CA State Basis $ (8,482) $ 6,708
(2) NetIncome — NAIC SAP (8,482) 6,708
(3)  Statutory Surplus — CA State Basis 257,261 275,490
(4)  Statutory Surplus — NAIC SAP 257,261 275,490

B. Use of Estimates in the Preparation of the Financial Statements:

The preparation of financial statements in conformity with Statutory Accounting
Principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities. It also requires disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts
of revenue and expenses during the period. Actual amounts could differ from those
estimates.

C. Accounting Policy:

Life premiums are recognized as income over the premium paying period of the
related policies. Health premiums are earned ratably over the terms of the related
insurance and reinsurance contracts or policies. Expenses incurred in connection
with acquiring new insurance business, including acquisition costs such as sales
commissions, are charged to operations as incurred.

In addition, the Company uses the following accounting policies:

(1) Short-term investments are stated at amortized cost.

(2) Bonds not backed by other loans are stated at amortized cost using the interest
method.

(3) The Company does not invest in common stocks.

(4) The Company does not invest in preferred stocks.

(5) The Company does not invest in mortgage loans to any borrower.

(6) Loan-backed securities are stated at the lower of amortized cost or fair value.
The retrospective adjustment method is used to value all securities except for
interest only securities or securities where the yield had become negative, in
which case such securities are valued using the prospective method.

(7) The Company has no investments in subsidiaries, controlled and affiliated
companies.



STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH

(8)

(9)
(10)

(11)

(12)
(13)

INSURANCE COMPANY

NOTES TO FINANCIAL STATEMENTS

The Company has no investments in joint ventures, partnerships and limited
liability companies.

The Company does not invest in derivative instruments.

The Company does not anticipate investment income as a factor in the premium
deficiency calculation for Individual and Group Accident and Health Contracts.
Unpaid losses and loss adjustment expenses include an amount determined
from individual case estimates and loss reports and an amount, based on past
experience, for losses incurred but not reported. Such liabilities are necessarily
based on assumptions and estimates and while management believes the
amount is adequate, the ultimate liability may be in excess of or less than the
amount provided. The methods for making such estimates and for establishing
the resulting liabilities are continually reviewed and any adjustments are
reflected in the period determined.

The Company has not modified its capitalization policy from the prior period.
The Company has no pharmaceutical rebate receivables as of the filing date of
this statement.

2. Accounting Changes and Correction of Errors:

Not applicable.

3. Business Combinations and Goodwill:

A. Statutory Purchase Method

Not applicable.

B. Statutory Merger

Not applicable.

C. Assumption Reinsurance

Not applicable.

D. Impairment Loss

Not applicable.

4. Discontinued Operations:

(1)
(2)

(3)
(4)

()

Effective June 30, 2007, the Company discontinued sales of short-term health
insurance.

Premiums were completely earned in 2008; claims are expected to complete
runout in 2011.

Results are included in the Company’s Statement of Operations.

As of December 31, 2008, all premiums for short-term health insurance have
been earned so the Company no longer carries a Premium Deficiency Reserve.
Loss reserves continue to be carried and are expected to be sufficient to
complete the claims runout.

The amount related to Discontinued Operations and the effect on the Company’s
Balance Sheet and Summary of Operations is as follows:

Balance sheet September 30, 2011  ($ In thousands)

Assets
a. Line 5 Cash N/A
b. Line 26 Totals N/A

71
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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH
INSURANCE COMPANY

NOTES TO FINANCIAL STATEMENTS

Liabilities, Surplus and Other Funds

c. Line 28 Total Liabilities ($905)
d. Line 37 Surplus N/A
e. Line39 Total N/A
Summary of Operations September 30, 2011

f. Line 1 Premiums N/A
g. Line19 Incr. agg. reserves N/A
h. Line 32 Income tax N/A
i Line 34 Net capital gains N/A
j- Line 35 Net Income N/A

Investments:

Investments are carried in accordance with the investment guidelines prescribed by the
NAIC Securities Valuation Office. Bonds are stated at cost adjusted for amortization of
premium or accretion of discount. The retrospective adjustment method is used to
value loan-backed bonds and structured securities.

A. Mortgage Loans, including Mezzanine Real Estate Loans

The Company did not have investments in mortgage loans at September 30, 2011.
B. Debt Restructuring

The Company did not have invested assets that were restructured debt at September 30,
2011.

C. Reverse Mortgages
The Company did not have investments in reverse mortgages at September 30, 2011.

D. Loan-Backed Securities

(1) Prepayment assumptions for single class and multi-class mortgage-backed bonds
and structured securities were obtained from broker dealer survey values or
internal estimates. These assumptions are consistent with the current interest rate
and economic environment.

(2) Loan-backed securities with a recognized other-than-temporary impairment, in the
aggregate, classified on the basis for the other-than-temporary impairment.

The Company did not recognize other-than-temporary impairments at September
30, 2011.

(3) The carrying value of loan-backed securities with a recognized other-than-
temporary impairments have been recognized based on the present value of cash
flows expected to be collected, is less than the amortized cost basis of the
securities:

Not applicable.
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(4) All impaired securities for which an other-than-temporary impairment has not
been recognized in earnings as a realized loss are as follows:

Aggregated Amount of Unrealized | Aggregate Fair Value of these

Losses Securities
Debt securities that have been in a $43,359 $12,125,388
continuous unrealized loss position for
less than 12 months
Debt securities that have been in a $82,931 $1,777,812

continuous unrealized loss position for
12 months or longer

(5) The Company does not intend to sell the other investments in mortgage and
asset-backed securities and it is not more likely than not that the Company will be
required to sell the investments before recovery of their amortized cost bases. In
reviewing these securities, the Company considered a variety of factors such as
scheduled interest and principal payments, payment guarantees, type of
underlying collateral, ratings and changes in ratings by rating agencies,
discounted cash flows, the underlying collateral, prepayment speeds, vintage,
default rates, severity and duration of the impairment, recoveries and changes in
value, and determined the unrealized losses are attributable to changes in interest
rates and not credit quality, and does not consider such investments to be other-
than-temporarily impaired at September 30, 2011.

E. Repurchase Agreements and/or Securities Lending Transactions

(1) The Company did not enter into repurchase agreements and/or securities lending
transactions at September 30, 2011.

F. Real Estate

(1) The Company did not have investments in real estate at September 30, 2011.

G. Investments in Low-Income Housing Tax Credits (“LIHTC”)
(1) The Company did not invest in properties generating LIHTC at September 30, 2011.
. Joint Ventures, Partnerships and Limited Liability Companies:

A. The Company has no investments in joint ventures, partnerships or limited liability
companies at September 30, 2011.

B. Not applicable.

. Investment Income:

A. No investment income due and accrued was excluded during the statement period.

B. Not applicable.

. Derivative Instruments:

The Company has no derivative instruments at September 30, 2011.
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9. Income Taxes ($000 omitted):

A. The components of the net deferred tax asset are as follows:

1.
2011
Ordinary Capital Total
Gross deferred tax assets 26,241 497 26,738
Statutory valuation allowance 0 0 0
Adjusted gross deferred tax assets 26,241 497 26,738
Gross deferred tax liabilities (1,461) 0 (1,461)
Net deferred tax asset/(liability) before 24,780 497 25,277
admissibility test
Admitted pursuant to Paragraph 10.a. 0 0 0
Admitted pursuant to Paragraph 10.b.i. 4,055 0 4,055
Admitted pursuant to Paragraph 10.b.ii 28,373 0 28,373
Admitted pursuant to Paragraph 10.b.(lesser of i 4,055 0 4,055
and ii)
Admitted pursuant to Paragraph 10.c. 1,461 0 1,461
Admitted deferred tax asset 5,515 0 5,515
Deferred tax liability (1,461) 0 (1,461)
Net admitted deferred tax asset 4,055 0 4,055
Nonadmitted deferred tax asset 20,725 497 21,222
2010
Ordinary Capital Total
Gross deferred tax assets 25,349 497 25,846
Statutory valuation allowance 0 0 0
Adjusted gross deferred tax assets 25,349 497 25,846
Gross deferred tax liabilities (1,461) 0 (1,461)
Net deferred tax asset/(liability) before 23,889 497 24,386
admissibility test
Admitted pursuant to Paragraph 10.b.i. 5,166 0 5,166
Admitted pursuant to Paragraph 10.b.ii 21,827 0 21,827
Admitted pursuant to Paragraph 10.b.(lesser of i 5,166 0 5,166
and ii)
Admitted pursuant to Paragraph 10.c. 1,461 0 1,461
Admitted deferred tax asset 6,626 0 6,626
Deferred tax liability (1,461) 0 (1,461)
Net admitted deferred tax asset 5,166 0 5,166
Nonadmitted deferred tax asset 18,723 497 19,220
Change During
2011
Ordinary Capital Total
Gross deferred tax assets 891 0 891
Statutory valuation allowance 0 0 0
Adjusted gross deferred tax assets 891 0 891
Gross deferred tax liabilities 0 0 0
Net deferred tax asset/(liability) before 891 0 891
admissibility test
Admitted pursuant to Paragraph 10.a. 0 0 0
Admitted pursuant to Paragraph 10.b.i. (1,111) 0 (1,111)
Admitted pursuant to Paragraph 10.b.ii 6,546 0 6,546
Admitted pursuant to Paragraph 10.b.(lesser of i (1,111) 0 (1,111)
and ii)
Admitted pursuant to Paragraph 10.c. 0 0 0
Admitted deferred tax asset (1,111) 0 (1,111)
Deferred tax liability 0 0 0
Net admitted deferred tax asset (1,111) 0 (1,111)
Nonadmitted deferred tax asset 2,003 0 2,003

2. The Company has not elected to admit deferred tax assets pursuant to paragraph
10.e. of SSAP 10R.
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3. The Company does not utilize any tax planning strategies that impact gross and net
deferred tax assets.

B. The Company has no unrecognized deferred tax liabilities at September 30, 2011 and
2010.

C. Current tax and change in deferred tax

Current income taxes incurred consist of the following major components:

2011 2010
Current Income Tax Expense (Benefit) (4,260) 6,419
Prior Year Under (Over) Accrual/ Other
Tax Adjustments 0 1,008
Federal Income Tax on Operations,
Page 4, Line 32, Col. 1 (4,260) 7,427
Tax on Realized Capital Gain 4,068 3,907
Current Income Taxes Incurred
(Benefit) (192) 11,334

The tax effects of temporary differences that give rise to significant portions of the
deferred tax assets and deferred tax liabilities are as follows:

Deferred Assets - Ordinary 2011 2010 Change

Active Life Reserve 21,265 21,419 (154)
Unearned premium reserves 2,720 1,717 1,003
Unpaid losses 1,275 1,232 43
Other adjustments 981 981 0
Gross Deferred Tax Assets - 26,241 25,349 891

Ordinary
Nonadmitted Deferred Tax Assets - (20,725) (18,723) (2,002)

Ordinary
Admitted Deferred Tax Assets - 5,516 6,626 (1,111)
Ordinary
Deferred Liabilities - Ordinary 2011 2010 Change
Other adjustments (1,461) (1,461) 0
Gross Deferred Tax Liabilities -

Ordinary (1,461) (1,461) 0
Deferred Assets - Capital 2011 2010 Change
Investments in securities 0 0 0
Other adjustments 497 497 0
Gross Deferred Tax Assets - Capital 497 497 0
Nonadmitted Deferred Tax Assets - (497) (497) 0

Capital
Admitted Deferred Tax Assets - 0 0 0

Capital
Net Admitted Deferred Tax Asset 4,055 5,166 (1,111)
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The change in net deferred income taxes is comprised of the following (this analysis
is exclusive of non-admitted assets as the change in non-admitted assets is reported
separately from the change in net deferred income taxes in the surplus section in the

annual statement):

2011 2010 Change
Total deferred tax assets 26,738 25,846 891
Total deferred tax liabilities (1,461) (1,461) 0
Net deferred tax asset 25,277 24,386 891

D. Reconciliation of Federal Income Tax Rate to Actual Effective Rate

The provision for federal income taxes incurred is different from that which would be
obtained by applying the statutory federal income tax rate to income before income
taxes. The significant items causing this difference are as follows:

2011 2010
Amount Tax Effected Rate Tax Effected Rate
Income before taxes (12,742) (4,459) 35.0% 4,968 35.0%
IMR (1,980) (692) 5.4% (474) -3.4%
Other, including prior year true-up 0 0 0.0% (20) -0.1%
Total (5,151) 40.4% 4,474 31.5%
Federal income taxes incurred (4,260) 33.4% 7,427 52.4%
Tax on prior year capital gains 0 0.0% (3,274) -23.1%
Change in net deferred income tax (891) 7.0% (18,693) -“131.7%
Change in net deferred tax - prior
year adjusted through surplus 0 0.0% 19,014 133.9%
Total statutory income tax (5,151) 40.4% 4,474 31.5%

E. Operating loss carryforwards, etc.

1. The Company has no operating loss carryforwards and no tax credit
carryforwards as of September 30, 2011 and December 31, 2010.

2. The Company has no deposits admitted under IRC § 6603

3. The following are income taxes incurred in the current and prior year that will
be available for recoupement in the event of future net losses:

Ordinary Capital Total
2011 (4,260) 4,068 (192)
2010 6,419 3,907 10,326
Total 2,159 7,975 10,134

F. Tax sharing agreement

The Company is included in the consolidated federal income tax return filed by California
Physicians’ Service — Blue Shield of California (see Note 10). On May 11, 2011, in
connection with a new tax sharing agreement with Blue Shield, the Company filed a Form
D, Prior Notice of Transaction, with the California Department of Insurance (Department),
and received an acknowledgement of electronic filing from the Department for that filing.
Pursuant to California Insurance Code 1215.5(b), a company may enter into an affiliate
transaction if it has filed a notice with the Department at least 30 days prior thereto and
the Department has not disapproved the transaction within that period. After more than
30 days elapsed without Department objection or comment, the Company and Blue
Shield of California executed the new tax sharing agreement, effective July 21, 2011. This
agreement provides for separate income tax return calculations with credit for net losses
that can be used on a consolidated basis. Intercompany income tax balances are settled
based on the Internal Revenue Service due dates.
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10. Information Concerning Parent, Subsidiaries, Affiliates and Other Related Parties:

A. The Company is a wholly owned subsidiary of California Physicians’ Service — Blue
Shield of California (“Blue Shield”).

B. On December 27, 2010, the Company received capital contributions of $75 million
from Blue Shield. In 2009, in accordance with the previous Tax-Sharing Agreement
with the Parent, the Company recognized a $33 million tax benefit due to its operating
loss for that year. This tax consequence resulted in a direct charge to surplus. In
2010, the tax benefit from 2009 was adjusted to $32 million in the return to provision
true-up and the adjustment of $1 million resulted in a direct credit to surplus.

C. Amendment No.3 to the Administrative Services Agreement with Blue Shield was
executed in 2010. See "F" below for more details.

D. At September 30, 2011, the Company reported $10,127,071 as the net amount due from
Blue Shield, the Parent Company. Net amounts due between companies are settled
(paid) monthly.

E. There are no guarantees or undertakings for the benefit of a subsidiary or affiliated
party.

F. There is an Administrative Services Agreement dated October 1, 2003 between the
Company and Blue Shield whereby the Company reimburses Blue Shield for all
payroll and related expenses paid by Blue Shield for the account of the Company.
Additionally, the Administrative Services Agreement provides that Blue Shield
perform certain administrative services, if any, when requested by the Company.
Amendment No. 3 to the Administrative Service Agreement was executed on
February 1, 2010, after approval from the California Department of Insurance was
received.

G. All outstanding shares of the Company are owned by Blue Shield.

H. The Company did not own any shares of an upstream intermediate entity or ultimate
parent owned at September 30, 2011 and December 31, 2010.

I. The Company did not have any investments in affiliates that exceeded 10% of
admitted assets at September 30, 2011 and December 31, 2010.

J. The Company did not have any investments in affiliates and did not record
impairments during the periods ended September 30, 2011 and December 31, 2010.

K. The Company does not have any investments in foreign insurance subsidiaries.

L. The Company does not have any investments in downstream noninsurance
companies.

11. Debt:

A. The Company has no debt, including capital notes, outstanding at September 30, 2011
and December 31, 2010.

B. The Company has no other debt outstanding at September 30, 2011 and December 31,
2010.

12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated
Absences and Other Postretirement Benefit Plans:

Not applicable.
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13. Capital and Surplus, Shareholder’s Dividend Restrictions and Quasi-Reorganizations:

(1) The Company has 6,000 shares of common stock authorized, 2,500 shares
issued and outstanding all with a par value of $1,000.00.

(2) The Company has no preferred stock.

(3) Within the limitations of (5) below, there are no restrictions placed on the portion
of Company profits that may be paid as ordinary dividends to stockholders.

(4) The Company did not declare nor did it pay any dividends in 2011 or 2010.

(5) Without prior approval of its domicilary commissioner, dividends to
shareholders are limited by the laws of the Company’s state of incorporation,
California, to $27,549,014; the greater of net income or 10% of statutory surplus
at the end of the preceding year.

(6) There were no restrictions placed on the Company’s surplus, including for whom
the surplus is being held.

(7) In November 2010, the Finance and Investment Committee of the Parent's Board
of Directors authorized management to make capital contributions to the
Company over the subsequent year in an amount up to a maximum of $75
million. This contribution was received by the Company on December 27, 2010.

(8) The Company has no shares of stock held for special purposes at September 30,
2011.

(9) The Company has no changes in special Surplus Funds at September 30, 2011.
(10) There are no unrealized gains or losses included in the Company’s surplus.

(11) The Company has not issued any surplus notes or debentures or similar
obligations.

(12) The Company has no restatements due to prior quasi-reorganizations.
(13) The Company has never been involved in a quasi-reorganization.
14.Contingencies:

A. Contingent Commitments
The Company has no material contingent commitments at September 30, 2011.

B. Assessments
The Company has reviewed the information contained on the website of the National
Organization of Life & Health Insurance Guarantee Associations ("Guarantee
Associations") relating to insolvencies in progress in the State of California. Itis
expected that these insolvencies will result in future guarantee fund assessments
against the Company in the amount of $184,742. This has been recorded as a liability
as of September 30, 2011.

The Pennsylvania Insurance Commissioner has placed long-term care insurer Penn
Treaty Network America Insurance Company and one of its subsidiaries (collectively,
"Penn Treaty") in rehabilitation, an intermediate action before insolvency, and has
petitioned a state court for liquidation. The Company cannot predict when a decision
will be made, although the Company believes it is likely that the state court will rule
within the next twelve months. If Penn Treaty is declared insolvent and placed in
liquidation, insurers likely would be assessed over a period of years by guaranty
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associations for the payments the guaranty associations are required to make to Penn
Treaty policyholders. The Company is currently unable to predict the ultimate
outcome of, or reasonably estimate the loss or range of losses resulting from, this
potential insolvency because the Company cannot predict when the state court will
render a decision, the amount of insolvency, if any, or the amount and timing of
associated guaranty association assessments. It is reasonably possible that in future
reporting periods the Company may record a liability and expense relating to Penn
Treaty or other insolvencies which could have a material adverse effect on operating
results, financial position and cash flows.

C. Gain Contingencies
The Company is not aware of any material gain contingencies.

D. Claims related to extra contractual obligations and bad faith losses stemming from
lawsuits

In the normal course of business operations, the Company is involved in litigation
from time-to-time with insurers, claimants, and other parties. However, in the opinion
of the Company, the ultimate liability, if any, would not have a material adverse effect
on the Company’s financial condition.

The Company paid the following amounts in the reporting period to settle claims
related to extra contractual obligations or bad faith losses stemming from lawsuits:

Claims related to ECO and bad faith losses paid during the reporting period:
$1,470,357.

Number of claims where amounts were paid to settle claims related to extra
contractual obligations or bad faith claims resulting from lawsuits during the
reporting period:
[X]10-25 Claims [ ]26-50 Claims []51-100 Claims [ ]101-500 Claims [ ] More than 500 Claims
Claims count information is disclosed per claimant.
E. All other contingencies

The Company is not aware of any material contingent liabilities. The Company has
committed no reserves to cover any contingent liabilities.

15. Leases:

The Company has no lease arrangements.

16. Information About Financial Instruments with Off-balance Sheet Risk and Financial
Instruments with Concentrations of Credit Risk:

Not applicable.
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities:
Not applicable.

18.Gain or Loss to the Reporting Entity from Uninsured A&H Plans and the Uninsured
Portion of Partially Insured Plans:

A. ASO Plans - Not applicable.
B. ASC Plans - Not applicable.

C. Medicare or Other Similarly Structured Cost Based Reimbursement Contract - Not
applicable.
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19. Direct Premiums Written / Produced by Managing General Agents / Third Party
Administrators:

Not applicable.

20. Fair Value Measurements

The Company has no assets or liabilities measured and reported at fair value in the
statement of financial position after the initial recognition as of September 30, 2011.

21.0Other Iltems:

A.

Extraordinary Items

Not applicable.

Troubled Debt Restructuring — Not applicable.
Other Disclosures:

Premium Credits Reserve: The Company recorded a reserve for premium credits in
the amount of $83 million as of September 30, 2011.

Rounding: The Company has elected to round amounts presented to the nearest
whole dollar in reporting amounts in this statement. The amounts in this statement
pertain to the entire Company business.

Uncollectible Premiums Receivables

At September 30, 2011 and December 31, 2010, the Company reported admitted assets
of $13,344,199 and $8,453,949 respectively in premium receivable due from
policyholders and agents and receivables for uninsured plans and amounts due from
providers and subscribers. Based upon Company experiences, any uncollectible
premiums receivable are not expected to exceed the 2011 nonadmitted amounts
totaling $6,160,183 and, therefore, no additional provision for uncollectible amounts
has been recorded. The potential for any additional loss is not believed to be material
to the Company's financial condition.

Business Interruption Insurance Recoveries — Not applicable.

State Transferable Tax Credits — The Company has no state transferable tax credits at
September 30, 2011 and December 31, 2010.

. Subprime Mortgage Related Risk Exposure

(1) Direct investments in subprime mortgage loans:

The Company’s principal investment objectives of conserving assets,
increasing statutory surplus, maintaining the necessary level of liquidity
consistent with the business environment and maximizing the potential
long-term rates of return while assuming the amount of risk or uncertainty of
return which is consistent with both the long— and short-term needs, are
supported by a well-diversified portfolio consisting of various types of
investments.

The Finance and Investment Committee of the parent’s board of directors

conducts direct investment oversight. Within this framework, the committee
approves, monitors and evaluates Blue Shield’s investment managers, staff and
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consultants, bank custodians, and any other parties, as needed, to assure the
prudent management of the investing program.

The Company does not engage in subprime residential mortgage lending. The
Company’s exposure to subprime lending is limited to the underlying assets of
the Company’s investments. The Company’s fixed maturity investment
portfolio contains securities collateralized by mortgages that may have
characteristics of subprime lending such as adjustable-rate mortgages and
alternative-documentation mortgages.

In comparison to the Company’s overall investment portfolio, the percentage of
the Company’s investment portfolio with underlying assets with subprime

mortgage-related risk exposure is small, at .19% at September 30, 2011.

(2)

Direct investments in securities with subprime exposure:

The Company does not engage in sub-prime residential mortgage lending;

therefore at September 30, 2011, the Company did not carry direct investments in

subprime mortgage loans in its portfolio.

Other Than
Temporary
Impairment
Book/Adjusted Carrying Value Value of Land Losses
(excluding interest) Fair Value | and Buildings | Recognized Default Rate
Mortgages in the process of foreclosure
Mortgages in good standing
Mortgages with restructure terms
TOTALS 0 0 0 0

(3)

Direct exposure through other investments:

The Company’s subprime mortgage-related exposure at September 30, 2011 is

detailed below:

Other-than-
temporary
Book impairment
Adjusted losses
Carrying recognized to
INVESTMENT TYPE Actual Cost Value Fair Value Date
Structured Securities — Sub-prime Loan
Investment $480,062 $ 463,825 $469,664 $2,629
Structured Securities — Alt-A Loan
Investment $659,094 $618,493 $604,007 $60,668
TOTALS $1,139,156 $1,082,318 $1,073,671 $63,297
(4) Underwriting risk on policies issued for Mortgage Guaranty or Financial

Guaranty insurance coverage:

At September 30, 2011, the Company did not underwrite Mortgage Guaranty or
Financial Guaranty insurance coverage.
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Losses Incurred Case Reserves IBNR Reserves at
in the Current at End of End of Current
Losses Paid in the Current Year Year Current Period Period
Mortgage Guaranty Coverage
Financial Guaranty Coverage
Other Lines:
TOTALS 0 0 0

H. Retained Assets: Not applicable.

22. Events Subsequent:

The Company is not aware of any events occurring subsequent to the close of the books
for this statement that may have a material effect on its financial condition.

23. Reinsurance:

A. Ceded Reinsurance Report

Section 1 — General Interrogatories

(1)

(2)

Are any reinsurers owned in excess of 10% or controlled, either directly or
indirectly, by the Company or by any representative, officer, trustee, or director
of the Company?

Yes( ) No (x)

Have any policies issued by the Company been reinsured with a company
chartered in a country other than the United States (excluding U.S. Branches of
such companies) that is owned in excess of 10% or controlled directly or
indirectly by an insured, a beneficiary, a creditor or an insured or any other
person not primarily engaged in the insurance business?

Yes( ) No (x)

Section 2 — Ceded Reinsurance Report — Part A

(1)

(2)

Does the Company have any reinsurance agreements in effect under which the
reinsurer may unilaterally cancel any reinsurance for reasons other than for
nonpayment of premium or other similar credits?

Yes( ) No (x)

a. |Ifyes, what is the estimated amount of the aggregate reduction in surplus of
a unilateral cancellation by the reinsurer as of the date of this statement, for
those agreements in which cancellation results in a net obligation of the
Company to the reinsurer, and for which such obligation is not presently
accrued? Where necessary, the Company may consider the current or
anticipated experience of the business reinsured in making this estimate. $0

b. What is the total amount of reinsurance credits taken, whether as asset or as
a reduction of liability, for these agreements in this statement? $0.

Does the Company have any reinsurance agreements in effect such that the

amount of losses paid or accrued through the statement date may result in a
payment to the reinsurer of amounts that, in aggregate and allowing for offsets
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of mutual credits from other reinsurance agreements with the same reinsurer,
exceed the total direct premium collected under the reinsured policies?

Yes( ) No (x)
Section 3 — Ceded Reinsurance Report — Part B

(1) What is the estimated amount of the aggregate reduction in surplus, (for
agreements other than those under which the reinsurer may unilaterally cancel
for reasons other than non-payment of premiums or other similar credits that are
reflected in Section 2 above) of termination of ALL reinsurance agreements, by
either party, as of the date of this statement? Where necessary, the company
may consider the anticipated experience of the business reinsured in making the
estimate. $0.

(2) Have any new agreements been executed or existing agreements amended,
since January 1 of the year of this statement, to include policies or contracts that
were in force or which had existing reserves established by the Company as of
the effective date of this agreement?

Yes( ) No (x)

B. Uncollectible Reinsurance:

The Company has not written off any uncollectible reinsurance during the period
ended September 30, 2011.

C. Commutation of Ceded Reinsurance:

The Company has not commuted any ceded reinsurance during the period ended
September 30, 2011.

24. Retrospectively Rated Contracts Subject to Redetermination:
No premiums written by the Company are subject to retrospective rating features.

25. Change in Incurred Losses and Loss Adjustment Expenses:
As of December 31, 2010, the Company maintained total reserves for claim and claim
adjustment expenses of $154,671,793. As of September 30, 2011, $124,847,827 has been
paid for incurred claims and claim adjustment expenses attributable to insured events of
prior years. Reserves remaining for prior years are now $5,718,538 as a result of re-
estimation of unpaid claims and claim adjustment expenses. This represents a
$24,105,427 million favorable prior-year development since December 31, 2010 to
September 30, 2011. This decrease is generally the result of ongoing analysis of recent
loss development trends. Original estimates are increased or decreased, as additional
information becomes known regarding individual claims.

26. Intercompany Pooling Arrangements:
Not applicable.

27. Structured Settlements:
Not applicable.

28. Health Care Receivables:

Not applicable.
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29. Participating Policies:

Not applicable.

30. Premium Deficiency Reserves

As of September 30, 2011, the Company has a premium deficiency reserve in the amount
of $30,539 related to long-term care insurance policies. December 31, 2010 is the most
recent evaluation date of this liability. The Company did not consider anticipated
investment income when calculating this reserve.

31. Reserves for Life Contracts and Deposit Type Contracts:

(1)

(2)

3)

(4)

()
(6)

The Company waives deductions of deferred premiums upon death of the
insured and returns any portion of the final premium beyond the date of death.
Reserves are established to account for these practices. Surrender values are
not promised in excess of the legally computed reserves.

The Company does not issue policies on a substandard basis.
As of the statement date, the Company had no life insurance in force for which
the gross premiums were less than the net premiums according to the standards

of valuation set by the State of California.

The Tabular Interest, the Tabular Less Actual Reserve Released and the Tabular
Cost have been determined by formulas as described in the instructions.

The Company holds no life or annuity reserves not involving life contingencies.

Other reserve changes are reductions of $44,425 during the period ended
September 30, 2011 for policies previously on waiver of premium.

32. Analysis of Annuity Actuarial Reserves and Deposit Liabilities by Withdrawal
Characteristics:

moow»

AL

Subject to discretionary withdrawal

Not subject to discretionary withdrawal

Total ( gross: direct + assumed )

Reinsurance ceded

Total (net) (C)- (D) $

(= I =R = I = B =]

Life & Accident & Health Annual Statement:
1. Liabilities, Surplus and Other Funds, Line 3, Column 1 $ 7,486
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33. Premiums and Annuity Considerations Deferred and Uncollected:

A. Deferred and uncollected life insurance premiums and annuity considerations as of
the statement date were as follows:

(1) (2) (3)

Net of

Gross Loading Loading
(1) Industrial $0 $0 $0
(2) Ordinary new business $0 $0 $0
(3) Ordinary renewal $128,078 $0 $128,078
(4) Credit life $0 $0 $0
(5) Group life $467,549 $0 $467,549
(6) Group annuity $0 $0 $0
(7) Totals $595,627 $0 $595,627

34. Separate Accounts:
The Company has no separate accounts at September 30, 2011 and December 31, 2010.
35. Loss/Claim Adjustment Expenses:
A. The balance in the liability for unpaid accident and health claim adjustment
expenses as of September 30, 2011 and December 31, 2010 was $1,462,500 and
$1,462,500, respectively.

B. In the current year, the Company did not increase or decrease the provision for
incurred loss/claim adjustment expenses of prior years.

C. Payments of loss/claim adjustment expenses are not applied against the provision
for insured events. Therefore, payments made in current year are incurred in the
same year.

D. The Company took into account estimated anticipated salvage and subrogation in

its determination of the liability for unpaid claims/losses and reduced such liability
by $0.

7.15



STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE
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COMPANY

GENERAL INTERROGATORIES

PART 1 - COMMON INTERROGATORIES
GENERAL

Did the reporting entity experience any material transactions requiring the filing of Disclosure of Material Transactions with the State of
Domicile, as required by the Model Act?

If yes, has the report been filed with the domiciliary state?

Has any change been made during the year of this statement in the charter, by-laws, articles of incorporation, or deed of settlement of the
reporting entity?

If yes, date of change:

Have there been any substantial changes in the organizational chart since the prior quarter end?

If yes, complete the Schedule Y - Part 1 - organizational chart.

Has the reporting entity been a party to a merger or consolidation during the period covered by this statement?

If yes, provide the name of entity, NAIC Company Code, and state of domicile (use two letter state abbreviation) for any entity that has
ceased to exist as a result of the merger or consolidation.

1 2 3
Name of Entity NAIC Company Code | State of Domicile

If the reporting entity is subject to a management agreement, including third-party administrator(s), managing general agent(s), attorney-in-
fact, or similar agreement, have there been any significant changes regarding the terms of the agreement or principals involved?

If yes, attach an explanation.

State as of what date the latest financial examination of the reporting entity was made or is being made.

State the as of date that the latest financial examination report became available from either the state of domicile or the reporting entity.
This date should be the date of the examined balance sheet and not the date the report was completed or rel d.

State as of what date the latest financial examination report became available to other states or the public from either the state of domicile
or the reporting entity. This is the release date or completion date of the examination report and not the date of the examination (balance
sheet date).

By what department or departments?

California Department of Insurance

Have all financial statement adjustments within the latest financial examination report been accounted for in a subsequent financial
statement filed with Departments?

Have all of the recommendations within the latest financial examination report been complied with?

Has this reporting entity had any Certificates of Authority, licenses or registrations (including corporate registration, if applicable)

Yes [ ] No [X]
Yes [ ] No [ ]
Yes [ ] No [X]
Yes [ ] No [X]
Yes [ ] No [X]

Yes [ ] No [X] NA[]

12/31/2008

12/31/2008

06/25/2010

Yes [ ] No [ ] NA [X]
Yes [X] No [ ] NA[]

suspended or revoked by any governmental entity during the reporting period? Yes [ ] No [X]

If yes, give full information:

Is the company a subsidiary of a bank holding company regulated by the Federal Reserve Board? Yes [ ] No [X]

If response to 8.1 is yes, please identify the name of the bank holding company.

Is the company affiliated with one or more banks, thrifts or securities firms? Yes [ ] No [X]

If response to 8.3 is yes, please provide below the names and location (city and state of the main office) of any affiliates regulated by a

federal regulatory services agency [i.e. the Federal Reserve Board (FRB), the Office of the Comptroller of the Currency (OCC), the Office

of Thrift Supervision (OTS), the Federal Deposit Insurance Corporation (FDIC) and the Securities Exchange Commission (SEC)] and

identify the affiliate’s primary federal regulator.]

1 2 3 4 5 6 7
Location
Affiliate Name (City, State) FRB occC OoTS FDIC SEC




STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE
COMPANY

GENERAL INTERROGATORIES

9.1 Are the senior officers (principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing
similar functions) of the reporting entity subject to a code of ethics, which includes the following standards? Yes [X] No [ ]

(a) Honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest between personal and professional relationships;
(b) Full, fair, accurate, timely and understandable disclosure in the periodic reports required to be filed by the reporting entity;

(c) Compliance with applicable governmental laws, rules and regulations;

(d) The prompt internal reporting of violations to an appropriate person or persons identified in the code; and

(e) Accountability for adherence to the code.

9.11 If the response to 9.1 is No, please explain:

9.2 Has the code of ethics for senior managers been amended? Yes [ ] No [X]

9.21 If the response to 9.2 is Yes, provide information related to amendment(s).

9.3 Have any provisions of the code of ethics been waived for any of the specified officers? Yes [ ] No [X]

9.31 If the response to 9.3 is Yes, provide the nature of any waiver(s).

FINANCIAL

10.1 Does the reporting entity report any amounts due from parent, subsidiaries or affiliates on Page 2 of this statement? Yes [X] No [ ]

10.2 If yes, indicate any amounts receivable from parent included in the Page 2 amount: $ 10,127,071

INVESTMENT

11.1  Were any of the stocks, bonds, or other assets of the reporting entity loaned, placed under option agreement, or otherwise made available
for use by another person? (Exclude securities under securities lending agreements.) Yes [ ] No [X]

11.2 If yes, give full and complete information relating thereto:

12.  Amount of real estate and mortgages held in other invested assets in Schedule BA: $ 0
13.  Amount of real estate and mortgages held in short-term investments: $ 0
14.1  Does the reporting entity have any investments in parent, subsidiaries and affiliates? Yes [ ] No [X]

14.2 If yes, please complete the following:

1 2
Prior Year-End Current Quarter
Book/Adjusted Book/Adjusted
Carrying Value Carrying Value
14.21 Bonds 0

14.22 Preferred Stock
14.23 Common Stock
14.24 Short-Term Investments
14.25 Mortgage Loans on Real Estate
14.26 All Other
14.27 Total Investment in Parent, Subsidiaries and Affiliates

(Subtotal Lines 14.21 to 14.26) S 0 S 0
14.28 Total Investment in Parent included in Lines 14.21 to 14.26
above S 0 S 0
15.1 Has the reporting entity entered into any hedging transactions reported on Schedule DB? Yes [ ] No [X]
15.2 If yes, has a comprehensive description of the hedging program been made available to the domiciliary state? Yes [ ] No [ ]

If no, attach a description with this statement.

8.1



STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE

16.

16.1

16.2

16.3

16.4

16.5

17.1
17.2

COMPANY

GENERAL INTERROGATORIES

Excluding items in Schedule E — Part 3 — Special Deposits, real estate, mortgage loans and investments held physically in the reporting
entity’s offices, vaults or safety deposit boxes, were all stocks, bonds and other securities, owned throughout the current year held

pursuant to a custodial agreement with a qualified bank or trust company in accordance with Section 3, Ill Conducting Examinations, F -
Custodial or Safekeeping Agreements of the NAIC Financial Condition Examiners Handbook?

For all agreements that comply with the requirements of the NAIC Financial Condition Examiners Handbook, complete the following:

1
Name of Custodian(s)

2
Custodian Address

The Northern Trust Company.

Santa Clara, CA

For all agreements that do not comply with the requirements of the NAIC Financial Condition Examiners Handbook, provide the name,
location and a complete explanation:

Have there been any changes, including name changes, in the custodian(s) identified in 16.1 during the currentquarter?

1
Name(s)

2
Location(s)

3
Complete Explanation(s)

If yes, give full and complete information relating thereto:

1

2

3

Old Custodian

New Custodian

Date of Change

4
Reason

Identify all investment advisors, broker/dealers or individuals acting on behalf of broker/dealers that have access to the investment

accounts, handle securities and have authority to make investments on behalf of the reporting entity:

1

Central Registration Depository

2
Name(s)

3
Address

107105

Black Rock Management. Inc.

New York, New York

Have all the filing requirements of the Purposes and Procedures Manual of the NAIC Securities Valuation Office been followed?
If no, list exceptions:

8.2

Yes [X]
Yes [ ]
Yes [X]

No [ ]
No [X]
No [ ]



STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALIFORNIA LIFE & HEALTH INSURANCE
COMPANY

GENERAL INTERROGATORIES
PART 2 - LIFE & HEALTH

1. Report the statement value of mortgage loans at the end of this reporting period for the following categories: Amount

1.1 Long-Term Mortgages In Good Standing

1.11 Farm Mortgages $ 0
1.12 Residential Mortgages $ 0
1.13 Commercial Mortgages $ 0
1.14 Total Mortgages in Good Standing $ 0
1.2 Long-Term Mortgages In Good Standing with Restructured Terms
1.21 Total Mortgages in Good Standing with Restructured Terms $ 0
1.3 Long-Term Mortgages Loans upon which Interest is Overdue more than Three Months
1.31 Farm Mortgages $ 0
1.32 Residential Mortgages $ 0
1.33 Commercial Mortgages $ 0
1.34 Total Mortgages with Interest Overdue more than Three Months $ 0
1.4 Long-Term Mortgages Loans in Process of Foreclosure
1.41 Farm Mortgages $ 0
1.42 Residential Mortgages $ 0
1.43 Commercial Mortgages $ 0
1.44 Total Mortgages in Process of Foreclosure $ 0
1.5 Total Mortgage Loans (Lines 1.14 + 1.21 + 1.34 + 1.44) (Page 2, Column 3, Lines 3.1 + 3.2) $ 0
1.6 Long-Term Mortgages Foreclosed, Properties Transferred to Real Estate in Current Quarter
1.61 Farm Mortgages $ 0
1.62 Residential Mortgages $ 0
1.63 Commercial Mortgages $ 0
1.64 Total Mortgages Foreclosed and Transferred to Real Estate $ 0
2. Operating Percentages:
2.1 A&H loss percent 0.0 %
2.2 A&H cost containment percent 0.0 %
2.3 A&H expense percent excluding cost containment expenses 0.0 %
3.1 Do you act as a custodian for health savings accounts? Yes [ ] No [X]
3.2 If yes, please provide the amount of custodial funds held as of the reporting date $
3.3 Do you act as an administrator for health savings accounts? Yes [ ] No [X]
3.4 If yes, please provide the balance of the funds administered as of the reporting date $
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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE BLUE SHIELD OF CALI